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SOMALIA: KEY ECONOMIC INDICATORS 


1984 1985 1986 
Income and Production 


GDP at current factor 

cost (U.S. DOL Million) 1,242 il, ,aes 1,452 
GDP per capita (U.S. Dol) 238 261 264 
Population (Millions) 5.2 $.3 5.5 
Labor Force (Millions) 2.4 2.5 2.6 


Money and Price 
Money Supply (Money 
plus quasi-money; In 
Millions of Somali 

Shillings) 6,678 1,1902 16,052 N/A 
Mogadishu Inflation rate 92 38 34 28 
Interest Rates: Discount Rate 8.0 L280 1250 2230 
Commercial Loans 1225 15 = 20 35.<- 20 ‘15 = 20 


Government Finance (In millions of Somali Shillings) 
Revenue 3,979 5,220 9,600 N/A 
Grants (excluding 
grants in-kind) 620 4,116 5101la N/A 
Expenditures 8,802 18,134 29,368 N/A 
Overall Deficit 4,823 6,018 8,980 N/A 
(Excluding Grants) 
Financing: 
Foreign (net) 2257 5025 6355 
Domestic (net) 2565 1045 2625 


Balance of Payments (In millions of US Dollars) 
Exports 62 93 84 
-To U:S. 0.9 24 
Imports 406 394 
From U.S. 68 32 
Private Transfers (net) 72 20 
Current Account Balance -145 -131 
Overall Balance -139 -50 
Gross Banking System 
Reserves (End of year) 38b 6lc 
Net Foreign Assets of 
Banking System (yr. end) -79b -119b N/A 
External Debt 1348 1677 1900 
Debt Service Payments 
(Accrual basis) 108 110 N/A 
End of Year Official Exchange Rate 
(No. Shillings =US DOL) 26 42.5 89.6 100 


Sources: U.S. Embassy Mogadishu Estimates, Somali Central Bank, 
World Bank, Somali Ministry of Finance and Revenue, U.S. 
Department of Commerce, Somali Ministry of Planning, and IMF 


N/A - Not Available 





BACKGROUND 


Somalia is a large, sparsely settled country of about 5.7 
million people, whose major resources are its land and location. 
Situated adjacent to the Gulf of Aden and within easy shipping 
range of Europe, Somalia possesses a land area of approximately 
64 million hectares. About 8.2 million hectares are arable, but 
only about 900,000 hectares are cultivated. Of the remaining 
land, 60 percent is suitable for grazing and the balance is 
unsuited to agriculture in any form. Due to cultural factors, 
its immense fishing potential remains largely unexploited. 
While foreign oil companies are currently engaged in surveys 
and exploration, significant development of Somalia’s mineral 
resources seems unlikely in the short term. The national 
infrastructure base is weak, with only two major urban centers 
(Mogadishu and Hargeisa), three deep water ports (Mogadishu, 
Kismayo and Berbera), a poorly developed internal road network, 
and no railroad. Public utility, educational, and health 
services, largely confined to the major cities, are inadequate 
and deteriorating. The human resource base is also weak, with 
managerial and technical skills particularly scarce. The 
economy is dominated by agriculture and within agriculture 

by livestock production. Barring major mineral discoveries, 


Somalia will remain one of the world’s poorest countries for 
the foreseeable future. 


Despite its poverty and limited resources, Somalia had made 
significant economic progress since 1980. Working under a 
series of stand-by agreements with the International Monetary 
Fund (IMF), it took steps to liberalize its economy, partially 
reversing the statist economic order imposed during the 1970s. 
In the early 1980s, controls on the pricing and distribution of 
agricultural goods were removed, leading to dramatic increases 
in agricultural production. A recently passed foreign invest- 
ment law provides, on paper at least, guarantees against 
unreasonable expropriation and protects the right to repatriate 
profits and investments. This progress was partially reversed 
by September 1987 and February 1988 decisions of the ruling 
Somali Revolutionry Socialist Party (SRSP) to fix the foreign 
exchange rate at the artifically strong level of Somali 
shilling 100 equals US $1 and to impose price controls on 
selected commodities. This picture is further clouded by 
Somalia’s overwhelming external debt burden. Exports and 
remittances are not enough to finance this debt, leaving 
Somalia dependent on donor assistance and periodic debt 
reschedulings to avoid default. 





THE AGRICULTURAL SECTOR 


Sixty percent of Somalia’s population makes its living raising 
camels, cattle, sheep and goats. Sixty-two percent of exports 
and 35 percent of GDP are accounted for by livestock. Twenty 
percent of the population makes its living by settled agricul- 
ture, primarily in the Juba and Shabelli River valleys. 
Sorghum, corn, bananas, mangoes, tomatoes and watermelons are 
among the crops raised. Of these, only bananas, at 22 percent 
of exports, are a significant commercial crop. The remaining 
20 percent of the population is urban, with the vast majority 
living in Mogadishu. 


After the 1981 drought, the Somali Government largely decon- 
trolled the agricultural sector, allowing farmers to sell to 
whomever they wanted and at a market price. In shilling terms 
(from 1980 to 1985), the producer price of sorghum increased 
1300 percent, and the price of corn (maize) increased 1500 
percent. As a result, sorghum production increased 87 percent 
from its average of 139,000 tons in the 1970s to 260,000 tons 
in 1985. Maize production increased 162 percent during the 
same period, from 107,000 tons to 280,000 tons. As a result, 
in years of adequate rainfall, Somalia was largely self- 
sufficient in maize and sorghum. On February 7, 1988, the 
Somali Government imposed price controls on a range of goods. 
These controls, which cover many agricultural products and 
which are imposed at the producer, wholesale, and retail 
levels, have led to serious food shortages and seem likely to 
depress agricultural production if retained. Enforcement of 
price controls has recently been relaxed, and there are some 
indications that the government may reintroduce a free market 
in agricultural goods in the near future. 


In 1983 the government banana board formed a joint venture with 
an Italian company to create Somalfruit. The higher producer 
prices, increased input availability, and improved marketing 
and shipping facilities resulted in an 83 percent increase in 
banana production from 60,000 metric tons in 1980 to 110,000 
metric tons in 1985. While Somalfruit owns some banana 
plantations, it also purchases bananas from private farmers 


at prevailing market prices for export to Italy and the Middle 
East. 


THE INDUSTRIAL SECTOR 


The tiny Somali industrial sector is dominated by 23 
parastatals, which account for approximately 80 percent of 

all industrial output. The industrial sector has never been 
significant, accounting for only 3.8 percent of GDP at its peak 





in 1978. In 1984, public sector enterprises had an average 
capacity utilization based on one shift of only 26 percent. 
Industrial activities consist mainly of grinding, mixing, 
packaging, and a small amount of low technology assembly. The 
physical plant of most public sector enterprises is in a poor 
state. Inadequate training, shortages of raw materials, 
spares, and energy; low pay and morale; and poor management 
limit parastatal contributions to the economy. Despite these 
problems, a few parastatals are profitable and others have the 
potential to be turned around if they were privatized. 


While the private sector is concentrated in trading, not 
industrial activities, limited investment has taken place in 
areas such as furniture assembly, chemicals, metal products, 
and beverages. The removal of most quantitative trade restric- 
tions and the lifting of private sector price controls (since 
partially reimposed) in 1985 combined with limited liberaliza- 
tion of labor regulations have benefitted the private sector. 
The private sector is hampered by inefficient and often corrupt 
monopolies in banking, insurance and port handling. The recent 
reimposition of price controls, if not reversed, seems likely 
to cripple further legal private sector development. 


From September 1, 1986 until September 17, 1987, Somalia 
experimented with various exchange systems that included, as 

an integral part, a foreign exchange auction. From the first 
auction until the last, the auction shilling price devalued 31 
percent, from SoSh 110 = US$1 to SoSh 159 = US$1 On September 
17, 1987, the auction was ended. In October 1987, the shilling 
was given a fixed exchange rate of SoSh 100 = US$l. Legal 


private sector access to foreign exchange has been dramatically 
reduced. 


For 1987, GDP at current factor cost grew 5 percent. If the 
Somali Government does not reverse its price control and foreign 


exchange policies, we expect that 1988 GDP will decline from 
1987’s level. 


DEBT 


Somalia’s external debt of about $1.9 billion (at the end of 
1987) is its most serious economic problem. In June 1987, with 
the help of the United States, Italy and bridge loans from 
commercial banks, Somalia was able to pay its arrears to the 
International Monetary Fund (IMF) and a new standby agreement 
was signed. This allowed Somalia to go before the Paris Club 
on July 21, 1987, for a rescheduling of most of its 1986, 1987, 
and 1988 debts owed to Western governments. Somalia’s failure, 
on September 2, 1987, to make a 1-year overdue payment of about 
$2.8 million dollars to the United States led to the imposition 





of Brooke-Alexander sanctions, which were lifted in February 


1988 when the rescheduling protocol between the United States 
and Somalia came into effect. 


Somalia’s IMF arrearages began to accumulate as soon as the 
standby agreement was signed. As of January 31, 1988, Somalia 
was more than 21.7 million SDRS behind in its obligation to the 
fund (US$ 1.37 =SDR 1.00). Forthcoming obligations to the fund 
are 40.4 million SDRS in 1988, 40 million SDRS in 1989, and a 
total of 39.1 million SDRS for 1990 through 1993. Somalia’s 
decision to end the foreign exchange auction and set a fixed 
exchange rate for the shilling was a violation of its IMF 
standby agreement, which is now cancelled. To get a new 
standby, Somalia will have to come to an agreement with the 

IMF on its foreign exchange system and clear its arrearages. 
While an IMF team visited Somalia at the end of March 1988, it 
is unclear when or if a new standby will be agreed upon. Since 
an IMF standby is normally a prerequisite to a Paris Club 
rescheduling, it is uncertain at present whether Somalia will 
be able to go before the Paris Club in 1989 when its government- 
to-government debts will again start to come due. 


BALANCE OF PAYMENTS 


Somalia ran a $323 million trade deficit in 1987. As a result 
of Somali Government policies, both exports and imports are 
likely to decline in 1988. Given limited worldwide demand for 


those few products where Somalia has a comparative advantage, 
chiefly livestock and bananas, comparatively large trade 
deficits and overall balance-of-payments deficits will continue 
for the foreseeable future. Barring major oil discoveries, 
Somalia will continue to depend on donor funds to cover the 
deficit between its production and consumption of goods and to 
help meet debt payments. 


ECONOMIC REFORM AND ITS IMPLICATION FOR AMERICAN INVESTORS 


The Somali economy shows a decidedly mixed picture. While its 
high debt level, lack of basic infrastructure, pervasive 
corruption, and huge balance-of-trade deficits paint a gloomy 
picture, the country had made major strides in moving away from 
the Marxist-Leninist economic system installed in the 1970s. 
The former foreign exchange auction, combined with the removal 
of most price controls and the general removal of many 
previously imposed restrictions, had improved the allocation of 
resources. While confidence has been a problem, some Somalis 
and some foreigners were investing in the local economy. The 
economic changes of September 1987 and February 1988 have ended, 





at least in the short run, the economic growth generated by the 
previous liberalization. 


On July 3, 1987, the Somali Peoples Assembly gave its final 
approval to a new foreign investment law which was then signed 
by President Siad Barre. The new law was another step in the 
government’s efforts to encourage private sector development. 
It created a foreign investment board that convenes at least 
twice a month to approve, review and provide overall supervision 
for all foreign investment. A foreign investment promotion 
office implements the board’s decision. Profit originating 
from registered investment may be reinvested or freely 
transferred abroad. In the event that only part of 1 year’s 
profit is transferred abroad, the investor may transfer the 
remaining portion in future years. Registered foreign 
investment, defined as the original investment plus profits 
reinvested, can be freely transferred abroad after 5 years from 
the date of the original registration; the board has the option 
to reduce this period. In cases where the amount realized from 
the liquidation or sale of capital stock exceeds the amount of 
the original investment plus reinvested profit, the investor 
will be free to transfer abroad the difference in accordance 
with prevailing tax legislation and foreign exchange regula- 
tions. Registered foreign investment will only be subject to 
expropriation in cases where the public interest cannot be 
satisfied by measures other than expropriation. Compensation 
for expropriation is to reflect the fair market value of the 
assets and be freely transferable. Foreign personnel may 
freely transfer abroad up to 50 percent of their salaries, 
wages, gratuities and allowances paid in Somalia by the 
enterprise employing them. 


If the law is adhered to, an investor could reap significant 
profits. As Somalfruit has shown, some parastatals can be 
converted into efficient, profit-generating enterprises when 
foreign investors are brought in as partners. 


Trade opportunities include U.S. Government-financed 
agricultural commodities brought in under PL-480 programs. 
With the fall in the value of the dollar, opportunities have 
opened for vigorous marketing of competitive products. 
Investment opportunities exist in oil exploration, agriculture, 
livestock and fisheries joint ventures, shipping, tourism and 
light manufacturing. 
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